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Abstract 
Large firms develop and follow a path of company specific competence for sustained competitiveness. However, not 
much literature is available on capabilities management in manufacturing SMEs. This paper presents initial results of 
retrospective study on capabilities development and their affect on firm competitiveness across a sample of successful 
SMEs in leather, sports and surgical instruments clusters.  
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1. Introduction 
All firms have physical, intellectual and cultural resources, which combine to give the firm its 
capabilities such as designing, manufacturing, marketing etc. Capabilities which deliver a firm a 
 
Nomenclature  
CDI Capability development initiative  
GoP Government of Pakistan 
MoT Management of Technology 
SMEs Small and medium enterprises 
UNIDO United Nations Industrial Development Organization 
 
© 2011 Published by Elsevier Ltd. Open access under CC BY-NC-ND license.
Selection and/or peer-review under responsibility of the Asia  Pacific Business Innovation and
Technology Management Society
1877-0428 © 2011 Published by Elsevier Ltd. Open access under CC BY-NC-ND license.
Selection and/or peer-review under responsibility of the Asia Paciﬁc Business Innovation and Technology Management Society
doi:10.1016/j.sbspro.2012.02.052
409Ahsan Munir et al. / Procedia - Social and Behavioral Sciences 25 (2011) 408 – 412
14-09-2011-Version-final 
competitive advantage over competitors is called its competence [1], which can be cost, product 
differentiation, product portfolio, etc [2].  MoT is about sustaining the competitiveness of a firm, through 
strategic management of its capabilities. 
This paper reports initial results of qualitative research being taken to understand the process of 
capabilities management for competitiveness in low-tech manufacturing SMEs, usually poor in resources, 
in three different clusters. Cluster is defined as sectoral and geographical concentrations of enterprises that 
produce and sell a range of complimentary products and face common challenges and opportunities 
[3].Secondly, research also analyses the relationship between cluster health and participating firms.  
 This paper is organized as follows. Section 2 details literature review on MoT and Section 3 explains 
the research methodology. Section 4 describes the data analysis, and section five is about initial findings. 
2. Literature review 
 MoT has been defined by Cetindamar [4] as: 
“The capability to make effective use of technical knowledge and skills, not only in an effort to improve 
and develop products and processes but also to improve existing technology and to generate new 
knowledge and skills in response to the competitive business environment”. 
The definition emphasizes MoT not only as a capability to improve existing and developing new 
products and processes but also knowing and managing soft aspects of knowledge (e.g. human resource, 
routines, skills, vertical integration etc) as per competitive business environment.  
Prahalad [5] pointed out that technology, management and enterprise learning collectively constitute 
competence of a firm. Successful large firms like APPLE, SONY, and TOYOTA have specific 
competence, developed chiefly through R&D, organizational learning and alignment of technological and 
business strategies.  
However, SMEs have limited resources and it is difficult to develop any specific competence for low 
to medium technology manufacturing SMEs [6]. Therefore, it can be hypothesized that a successful SME 
would assimilate and become more efficient in integrating strategic capabilities than its competitors. The 
capabilities development could be more market based, especially for low-tech firms. However, most of 
MoT literature addresses issues of large firms [7]. Therefore, this qualitative research is being undertaken 
to understand capabilities management process of SMEs in a cluster. Secondly, practices among the 
successful SMEs could be used as a guide for other SMEs. A cross-sectional sample will help to compare 
the results across the clusters. 
2.1. Literature on SMEs in developed countries 
In developed countries, for instance UK, policies have been designed to facilitate the culture of change 
and improvement in SMEs [8].Most of SME literature on MoT is quantitative, and relates to capabilities 
management in hi-tech sector [6-8] in developed countries. 
2.2. Literature on SMEs in developing countries 
The scope of MoT in developing countries is more about assimilating and improving expertise from 
developed countries [9]. Newly industrialized nations like Taiwan, Hongkong, Singapore follow an 
aggressive policy to keep SMEs competitive [10].  
2.3. Firms competitiveness and cluster robustness 
Much has been written about the effect of cluster on participating SMEs competitiveness [3].This 
research analyses the participating competitive firms on cluster performance: What sort of firms are 
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required to make a cluster viable? How a successful firm differentiates itself from others, when presented 
with same business environment? Do all successful firms follow same strategy for capabilities 
development? Are clusters restrained in terms of knowledge available shared between the firms? Do 
successful firms affect the performance of less robust firms?  
2.4. SMEs in Paksitan 
For Pakistan, SMEs sector form the backbone of the economy [11]. Fayyaz et al. [12] pointed that the 
need for export oriented SMEs in Pakistan to be continually innovative to stay competitive. GOP, in 
cooperation with United Nation Industrial Development Organization (UNIDO), is paying special 
attention to the competitiveness of SMEs in export-oriented clusters. Export-oriented cluster of leather, 
sports goods and surgical instruments at Sialkot in Pakistan have been chosen as area of research, which 
are a major source of foreign exchange for GOP [13]. Leather sector manufactures motorbike garments, 
sports sector is involved with cricket, hockey and football accessories, while surgical sector deals with 
non-reusable stainless steel items. 
3. Methodology 
Case study method has been selected for field research. Field research involved interviewing SME 
executives of successful manufacturing firms, in business for minimum of 15-20 years. A few 
performance indicators of “successful firms” have been identified. To shortlist successful firms in and 
around Sialkot, government and non-government agencies dealing with SMEs were identified. 
A semi-structured questionnaire has been prepared, focusing on the initiatives on human resource 
development, technology assimilation/improvement, and vertical integration. These initiatives aim to 
contribute to a firm’s capabilities, which are also defined as capability development initiatives (CDIs). 
Questionnaire is revolved around firm’s general business environment and CDIs taken. 
4. Data analysis 
The information gathered about CDIs and business is being collated at firm, and cluster level. 
4.1. Firm level 
Table 1 is an example of the information obtained from the interview of one of the SMEs in leather 
cluster. The firm was established in 1990 and competes openly in the market and has continuously taken 
initiatives to improve its performance. First initiative is process improvement, second is vertical 
integration, and latest is about new products. Strategic CDIs have given the firm capabilities in terms of 
broad product portfolio, highly trained workforce and bulk volume handling capacity. The firm was able 
to carry out successful CDIs because of its tacit capabilities like strong leadership, project management, 
and market scanning. 
4.2. Cluster level 
Data at firm and cluster level for CDIs will indicate capabilities development process among the 
successful firms. Further, analysis of CDIs at firm and cluster level would show how sector influenced 
different firm’s capabilities and competence development. 
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4.3. Cross-cluster level  
A cross-cluster data will reveal common thematic CDI patterns, cluster capabilities/ restraints and 
influence of clusters, if any, on each other.  
Overall, the analysis would demonstrate how the interplay of firm’s hard and tacit skills affect the 
competitiveness of a firm, cluster and cross-cluster. 
Table 1. Sample data of one of the SMEs in Leather cluster 
 
5. Initial findings, and implications  
Based on our survey, we found that government agencies dealing with SMEs have some sectoral data 
but not much was available about the individual performances of the SMEs. SMEs were reluctant to share 
their data and no proper written record of CDIs exists with them. Therefore, indirect methods i.e. shop 
floor visit, company pamphlets, newspaper clippings, local chamber of commerce reports, 
government/non-government agencies reports, are used for data triangulation. 
 Most of the SMEs interviewed are family owned; having a successful business history of 20 years or 
more. At macro level, Sialkot’s chamber of commerce is actively protecting the interests of different local 
export clusters[14]. 
5.1. Initial findings 
Based upon the initial data analysis, firms have been tentatively classified as leader, follower and 
reactor in each cluster. Leaders mostly introduce new CDIs; followers efficiently copy new additions, 
while reactors lack any clear strategy. Due to the low capital required to operationalize low-tech SMEs, 
there are instances when new entrants have started manufacturing and exporting products, entirely new to 
the local cluster. More successful firms are better vertically integrated, which give them advantage in cost, 
product differentiation, customer loyalty. 
Different capabilities buildup strategies are being followed by successful SMEs. Some SMEs are part 
of international manufacturers; some depend upon customers’ feedback, while few proactively chart their 
own capabilities. SME executives play central role in strategic management of firm capabilities. 
 Cluster (leather, sports goods, and surgical instruments) are not restrained in their knowledge .Foreign 
customers and expositions are a continuous source of new knowledge in each cluster. There is a strong 
rivalry among the competing firms, which has translated into a healthy competition for finding new 
Business strategy of 
the SME 
Competitive advantage of 
SME 
Chronological capability 
development 
initiatives(CDIs) 
Affect on SME 
performance 
Competes openly in 
foreign markets and 
slowly developing its own 
brand name  
Quality, highly trained 
manpower, bulk volume 
handling, close customer 
interaction, strong surveying 
and marketing skills.  
Change production line setup 
through cooperation of 
foreign trainers 
 
Increased productivity, 
minimum wastage, highly 
trained manpower, lower costs 
 
  Installation of leather 
treatment plant 
Vertical integration leads to 
integrated supply chain 
  Introduction of  fashion 
accessories and leather 
upholstery products 
New product development 
leads to new business and 
markets 
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businesses and markets. Micro firms have sprung up in clusters to which SMEs sublet some of their work 
to reduce overheads. No instance of joint venture, strategic cooperation or link with academic institutions 
is found in any of the clusters interviewed. Greater benefits in term of new business and markets can be 
reaped if government sponsored initiatives are launched to convince SMEs to pool their capabilities. 
5.2. Shortcomings with the clusters 
Emphasis is on expanding business and finding new markets. Proactive technological threat scanning 
or assimilating sophisticated technology is not a priority. Clusters interviewed are robust but have not 
been able to move to higher-end markets demanding more sophisticated technology. It may be due to 
existing opportunities in low-tech sector or investment required in high-end markets. SMEs interviewed 
have been around for a long time but have failed to grow into bigger firms. Even at government level no 
insight is available on this aspect. All the SMEs interviewed were critical of the shortage of skilled 
manpower and government’s lack of initiative in filling the gap. Majority of the CDIs taken by SMEs 
were on the advice of customers or market scanning, thus showing a lack of direction at cluster level. No 
strategic roadmap exists with the SMEs or government agencies for coherent development of clusters 
interviewed.  
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